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On Oct. 15, Costa Rica gained access to US$250 million in credits from the Inter-American
Development Bank (IDB) to support the government's far-reaching economic structural reforms. An
earlier agreement, reached at the beginning of October with the International Monetary Fund (IMF),
also brought Costa Rica US$75 million in standby credits for use over the next 15 months.
While the economic goals set out in the IMF agreement mean tighter monetary policies, layoffs, and
pension and pay cuts, the government also promises that it will maintain social spending at a high
level and develop environmentally friendly modes of sustainable economic development for the
long term. These new credits are the direct result of an agreement reached last month with the IMF
in which Costa Rica spelled out is economic policies in a letter of intent for the 15- month period
beginning this month and ending in Dec. 1996. The IMF's acceptance of Costa Rica's economic
blueprint for this period gave the IDB a green light for releasing the US$250 million (see NotiSur,
09/28/95).
The IDB credits consist of US$100 million to assist the government in its plan to reform the financial
system, capital markets, and the legal framework for investment; US$80 million to modernize the
public sector and reform the tax system; and US$70 million that will go to private-sector projects.
The letter of intent, released to the press on Oct. 15, is essentially a 45-point catalog of Costa Rica's
short- to midterm plans for extricating itself from a difficult economic situation. The plan commits
the government to austerity measures aimed at eliminating the fiscal deficit, which has been more
than 8% of GDP, over the next 15 months. Other goals are to lower inflation and boost growth, cut
interest rates, and raise the national savings rate.
"The government believes that these policies will restore the foundations for rapid economic growth
with low inflation and a balanced budget in the midterm," said the letter. The key to economic
recovery, according to the plan, is "sustainable growth oriented toward exports, deficit reductions,
and deeper structural reforms."
Some of the highlights of the 15-month plan are:
*Economic growth of 2.5% in 1995 and 3% in 1996.
*Inflation rates of 18% in 1995 and 10% in 1996.
*A fiscal deficit of 3.5% in 1995 and 0% in 1996.
*A reduction in public expenditures from the current 13.2% of GDP to 12% of GDP in 1996, which
will include a freeze on salaries, pensions, and other payments to workers in the public sector.
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*Elimination of 5,000 jobs in the public sector, with new hiring strictly limited to the areas of health,
education, and public security.
*A revision of public-sector salary policies, eliminating the automatic annual cost-of-living salary
increases. In fact, the government is preparing legislative proposals that would make salary policy
more "flexible," particularly in the area of salary negotiations. The new legislation would "permit
greater labor mobility [layoffs] within the public sector and create mechanisms by which worker
productivity would be measured and compensated."
*An increase in tax revenues from 14.1% of GDP in 1994 to 17.1% in 1996 (see NotiSur, 09/14/905 for
details on tax increases).
*An increase in national savings from 2.2% of GDP to 5.7% of GDP, and an increase in investment
from 6.3% of GDP to 6.6%.
*A reduction in the current account deficit from the current level of 5.5% of GDP to 3.4% in 1996.
*A constitutional reform that would prohibit deficit spending in excess of 1% of GDP.
The letter of intent also addresses the effect that austerity measures will have on poverty levels and
other indicators of social well-being. By reducing inflation and boosting economic growth, says the
letter, the government will be able to maintain "social progress" and keep the social safety net in
place. In addition, the plan foresees savings through the elimination of waste and inefficiency in
current social spending. Specifically, the plan calls for larger transfers to the poor, the elderly, and
single mothers, as well as greater spending on nutrition programs in the Ministries of Health and
Education, and job-training programs for those affected by layoffs in the public sector.
Specific spending goals for these programs, however, are not spelled out in the letter of intent. The
plan also commits the government to develop an economy based on sustainable development,
which besides protecting the environment, is expected to save money. For example, a project to
conserve 50,000 megawatts of electric power per hour will eliminate the need to spend US$40 million
on construction of a hydroelectric turbine. The plan also calls for changes in patterns of production
and consumption in manufacturing and agriculture to reduce the degradation of the environment
and preserve natural resources. (Sources: Inter Press Service, 09/22/95; Agence France-Presse,
10/03/95; La Nacion, 10/16/95, 10/18/95, 10/23/95)
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